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COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE COMMISSION

In The Matter Of:

The Application of Kentucky Power Company for:

(1) The Approval Of The Terms And Conditions Of The
Renewable Energy Purchase Agreement For Biomass
Energy Resources Between The Company And
ecoPower Generation-Hazard LLC; (2) Authorization
To Enter Inte The Agreement; (3) The Grant of Certain
Declaratory Relief; And (4) The Grant Of All

Other Required Approvals And Relief

Case No. 2013-00144

AMENDED PUBLIC VERSION

POST-HEARING BRIEF OF

KENTUCKY INDUSTRIAL UTILITY CUSTOMERS, INC.

Kentucky Industrial Utility Customers, Inc. (“KIUC”) is representing the interests of Air Liquide
Large Industries U.S. LP, Air Products and Chemicals, Inc., AK Steel Corporation, Catlettsburg Refining
LLC, a subsidiary of Marathon Petroleum LP and EQT Corporation, and submits its Post-Hearing Brief to

the Kentucky Public Service Commission (“Commission”) as follows:

L INTRODUCTION AND LEGAL STANDARD

This is an important case of first impression. The Commission has never before been called upon
to decide a case under the newly enacted KRS 278.271. The central issue facing the Commission in this
case is whether the “full costs” of the ecoPower contract over its “full term” are “fuir, just and

reasonable.”




Under KRS 278.271, the Commission “may allow recovery of costs which are not recovered in
the existing rates of the utility for the purchase of electric power from a biomass energy facility that has
received” a state siting certificate. But, “[n]o recovery shall be allowed unless the Jull costs of the
purchase power agreement over the full term of the agreement ... have been SJound by the commission to
be fair, just, and reasonable.” In determining whether the ecoPower contract is “fair, just, and
reasonable, the commission may consider” the policy of the General Assembly set forth in KRS 154.27-
020(2) of “achieving energy independence, creating new jobs and investment, and creating new sources
of tax revenues that but for the inducements to be offered by the authority to approved companies would
not exist.” Finally, Commission “approval of cost recovery under this section shall be valid for the entire

initial term of the agreement.” KRS 278.271 states in whole:

“Notwithstanding any provision of law to the contrary, upon application by a regulated
utility, the commission may allow recovery of costs which are not recovered in the
existing rates of the utility for the purchase of electric power from a biomass energy
Jacility that has received a certificate from the Kentucky State Board on Electric
Generation and Transmission Siting pursuant to KRS 278.700 to 278.716. No recovery
shall be allowed unless the full costs of the purchase power agreement over the Sull term
of the agreement, which shall be included as part of the application, have been found by
the commission to be fair, just, and reasonable. In determining whether the agreement is
fair, just, and reasonable, the commission may consider the policy set forth by the
General Assembly in KRS 154.27-020(2). The commission’s approval of cost recovery
under this section shall be valid for the entire initial term of the agreement.

Section 2. Whereas it is of vital importance for the Commonwealth to incent businesses to
advance the goals of energy independence and creating new jobs, an emergency is
declared to exist and this Act takes effect upon its passage and approval by the Governor
or upon it's otherwise becoming law.”

KRS 154.27-020(2) states in whole:

“(2) The General Assembly hereby finds and declares that it is in the best interest of the
Commonwealth to induce the location of innovative energy-related businesses in the
Commonwealth in order to advance the public purposes of achieving energy
independence, creating new jobs and new investment, and creqting new sources of tax
revenues that but for the inducements to be offered by the authority to approved
companies would not exist.”




In the context of a base rate case, “fuir, just and reasonable” requires a balancing of the interests
of ratepayers and the utility.' In a rate case, the Commission generally has the duty to set the “/owest
reasonable rate” that also allows the utility to “operate successfully, to maintain its financial integrity, to
attract capital and to compensate its investors for the risks.”” However in this case the utility is no worse
off financially if the Commission rejects the contract than it is if the contract is approved. If the
Commission approves the ecoPower Renewable Energy Purchase Agreement (“REPA”), then Kentucky
Power will receive full cost recovery, but Kentucky Power will not earn a profit on the ecoPower REPA.
The costs of the contract are simply passed-through to customers dollar-for-dollar without any rate of
return for Kentucky Power. If the Commission does not approve the ecoPower contract, then Kentucky
Power will not be any worse off financially, because again, Kentucky Power was not going to make a
profit on the contract anyway. Therefore, the Commission’s decision to approve or reject the ecoPower
contract will have no financial impact on Kentucky Power and there is no utility shareholder interest to

balance.

The financial interest of ecoPower is also not an issue to be considered under KRS 278.271. The
Commission does not regulate the profits of the ecoPower investors. ecoPower is not even a party to this
case. ecoPower is just another vendor, not unlike Kentucky Power’s coal suppliers or the sellers of
Kentucky Power’s maintenance trucks. The interests of ecoPower and its investors are not a part of the
Commission’s consideration under the “fair, just and reasonable” standard under the newly enacted KRS

278.271.

Since Kentucky Power’s economic interests are not directly impacted and since the Commission

does not regulate the project developers, “fair, just and reasonable” must be viewed only from the

' National-Southwire Aluminum Co. v. Big Rivers Electric Corp., 785 S.W.2d 503, 514 (Ky. Ct. App. 1990)
(upholding Commission rate determination in which “interests of all parties are reasonably balanced.”).

2 Generally, a utility is authorized to charge only the “lowest reasonable rate” that allows the utility to “operate
successfully, to maintain its financial integrity, to attract capital and to compensate its investors for the risks
assumed even though they might produce only a meager return on the so-called ‘fair value’ rate base.” Comm. ex
rel. Stephens v. South Central Bell Tel. Co., 545 S.W.2d 927, 931 (Ky. 1976) (citing Hope Natural Gas, 320 U.S. at
605).




perspective of ratepayers. Is the ecoPower contract in the best interest of Kentucky Power’s ratepayers?
From the economic perspective of consumers, the purchase of a power plant by a utility through a long-
term contract is just the same as if the utility owned the power plant. Therefore, the traditional tests that
this Commission has historically relied on — least-cost and need — are just as important here as if
Kentucky Power were seeking permission to build its own power plant. To consumers, “fair, just and
reasonable” means that the biomass plant is needed to provide adequate service and that it is the least-

cost resource.

The KRS 278.271 concepts of “full costs” over the “full term” are new. Applying the plain
meaning of those terms is not entirely straightforward. Full costs would ordinarily mean the entire amount
consumers are charged, or the gross amount. As shown on Exhibit RKW-1, the first year full cost of the
contract is $50.661 million. But Kentucky Power claims that the net cost of $35.151 million (after
avoided fuel and capacity costs are deducted) is the relevant number. “Full term” is easy. There is no
dispute that this means the twenty year contract term. Therefore, determining whether the “full costs™ of
the REPA over its “full term”™ are “fair, just, and reasonable” to consumers requires some type of twenty

year present value economic analysis.

Finally, under KRS 278.271, the “fair, just and reasonable” standard “may” be considered in
light of the policy goals of the General Assembly of: “achieving energy independence, creating new jobs
and new investment, and creating new sources of tax revenue....”

We believe that Kentucky Power has failed to meet the requirements of KRS 278.271. As

discussed infra, we will show that:

* Kentucky Power concedes that the ecoPower contract is not the least-cost resource;

* Kentucky Power concedes that if the Mitchell transfer is approved then the energy and capacity
from the ecoPower contract is not needed;

P KRS §154.27-020(2)




* Kentucky Power has conducted no present value economic studies comparing the “full costs”
(whether net or gross) of the contract over its twenty-year term to other alternatives;

e This is a no-bid contract for — dollars and there is no way to judge its cost
effectiveness or reasonableness in the absence of a competitive solicitation;

*  When the $4.133 million annual revenue requirement for imputed debt costs is included, the cost
of the no-bid contract to consumers increases to —;

* To the typical residential consumer, the first year excessive cost is $100.03 ($2,000.60 over the
contract term), and with imputed debt included that excessive cost increases to $111.72 per year
($2,234.00 over the contract term);

* The Renewable Energy Credits (“RECs™) that the project will produce are of zero value in
Kentucky and will be produced through the ecoPower contract at $288 million to $432 million
above market value;

¢ The ecoPower contract will cost consumers at least $700 million in excessive power costs over
the term of the agreement;

e The ecoPower contract will be a net economic development negative for Kentucky Power’s
service territory. The contract will drain out of the economy $39.284 million per year in excessive
power costs while providing, at most, only about $9.1 million in new wages and benefits. This
will shrink the economy and result in net job losses and net tax revenue reductions.

KIUC is not against renewable power. We recognize that renewable power can be a valuable part
of a diversified supply portfolio. We would even accept higher initial year costs if it was shown that the
renewable resource was least-cost over time. But the ecoPower REPA is a bad deal for consumers from
start to finish. This billion dollar plus, no-bid contract is grossly overpriced under any method of review.
It will unnecessarily burden residential consumers, many of whom already struggle in poverty, will make

industry less competitive, and will suppress overall economic growth.




II. ARGUMENT

1. Kentucky Power Has Not Met The Requirements Of Senate Bill 46 (KRS § 278.271).

a. Kentucky Power Has Failed to Demonstrate The Full Costs Of The REPA Over Its
Full Term Are Fair, Just, And Reasonable,

Kentucky Power seeks approval of its REPA with ecoPower under SB 46, codified at KRS

278.271. Under KRS 278.271, the full costs of the REPA over the full term of the agreement must be

found by the Commission to be fair just and reasonable:

“No recovery shall be allowed unless the full costs of the purchase power agreement over
the full term of the agreement, which shall be included as part of the application, have
been found by the commission to be fair, just, and reasonable.”

KRS 278.271 contains this requirement because once a biomass power plant is approved for
recovery from ratepayers under KRS 278.271 the Commission can never revisit that decision. The
prohibition against subsequent Commission review would appear to apply even if there was a change in
the law, if lower cost resources were available, or for any other reason that we cannot envision now. KRS
278.271 states that, “[t}he commission's approval of cost recovery under this section shall be valid for the

entire initial term of the agreement.”

Kentucky Power has failed to show that the full costs of the REPA over its full term are fair just
and reasonable. Kentucky Power has not provided any evidence in its Application or testimony that
addresses the reasonableness of the price of the REPA over the 20 year term of the agreement. The only
information that the Company has provided relating to the full costs of the REPA is a schedule that shows
what the costs will be in each year of the agreement. It is not enough to simply show how much the
power will cost each year of the agreement. While Kentucky Power has shown what the price will be, it
has not shown that the price will be “fair, just, and reasonable” over the full contract term. Kentucky
Power has not submitted, for example, any analysis showing how the cost of the REPA compares to
Kentucky Power’s projections of other generation sources or market prices over the 20 year term of the

REPA. Nor did the Company conduct a competitive solicitation for resources whereby it could gauge how

6

ORI



the costs of the REPA compare to alternatives. KIUC witness Mr. Taylor concluded that “[a]bsent such
a process, the Company has judged and executed the ecoPower REPA in a vacuum, and by its
Application, is asking the Commission to approve the transaction without the Commission having any

way of determining that its costs are fair, just, and reasonable.”

Kentucky Power presented no evidence claiming that the proposed REPA is the least-cost means
of providing energy and capacity to its customers over the full contract term and concedes that it
conducted no studies or analysis to determine whether the REPA is least-cost. In response to

Commission Staff 1-11, Kentucky Power states:

“Neither Kentucky Power, American Electric Power (“AEP”), or any AEP subsidiary or
affiliate has performed any economic studies or analysis in connection with the ecoPower
biomass facility.””

In response to KIUC 1-13 which asked whether Kentucky Power “performed any studies in order
to identify the least-cost means of providing energy and capacity to Kentucky Power,” the Company

stated. “[t]here were no studies performed.”

Not only did Kentucky Power make no attempt to determine whether the proposed REPA will
provide the least-cost capacity and energy, Kentucky Power did not even attempt to determine whether
the REPA will provide the least-cost renewable capacity and energy. In response to KIUC 1-12,
Kentucky Power stated that it “did not conduct an RFP to determine the least-cost “renewable” capacity
and energy.”” Therefore, Kentucky has not met its burden of proof under KRS 278.271 and the

Commission should reject the proposed REPA on this basis alone.

* Taylor Direct testimony at 5.
* KIUC Cross Ex. 2, p. 1.
® KIUC Cross Ex. 2, p. 2.
7 KIUC Cross Ex. 2, p. 3




b. Kentucky Power Has Failed To Demonstrate That The Proposed REPA Promotes
The Policy Set Forth By The General Assembly In KRS 154.27-020(2).

Under KRS 278.271, in determining whether the proposed REPA is fair, just, and reasonable, the
Commission may consider the policy set forth by the General Assembly in KRS 154.27-020(2). 154.27-

020(2) states:

“The General Assembly hereby finds and declares that it is in the best interest of the
Commonwealth to induce the location of innovative energy-related businesses in the
Commonwealth in order to advance the public purposes of achieving energy
independence, creating new jobs and new investment, and creating new sources of tax
revenues that but for the inducements to be offered by the authority to approved
companies would not exist.”

Kentucky Power’s Application and testimony bases its conclusion that the REPA will benefit the
Eastern Kentucky economy on the simplistic assumption that the construction and operation of the
ccoPower biomass facility will create some new jobs so it must therefore provide an economic benefit.

The Company states in its Application:

“The ecoPower facility will be located in the Company's service territory and is expected
to generate approximately 230 construction jobs over the two-year construction period.
The Company is informed that the facility is expected to provide jobs for an estimated 30
Jull time employees and approximately 225 timber and trucking related Jjobs. In addition,
the facility is likely to foster local economic development.”™

Beyond this basic quantification of the number of jobs and wages paid to employees, Kentucky
Power did no further study of the economic impact of the proposed REPA. Obviously, the creation of
new jobs is a good thing for the economy all else being equal, but the benefit of new jobs must be
weighed against the cost of the REPA to Kentucky Power’s ratepayers in order to determine if the REPA
in fact creates, “new jobs and new investment, and... new sources of tax revenues,” as envisioned by
KRS 154.27-020(2). The evidence clearly shows that the $35.151 million to $39.284 million price

(factoring in imputed debt) of the REPA overwhelms any benefit of new job creation provided by the

8 Application, p- 9.




proposed biomass facility, making the REPA a net job killer and a net economic loser for Eastern

Kentucky.

The analysis is simple. Even assuming that all of the 225 permanent jobs that ecoPower claims will
be provided by the ecoPower facility are incremental/new jobs, and as will be explained later in this Brief
the evidence suggests that many of these jobs are not incremental, the claimed 225 jobs add only about
$9.1 million to the local economy according to Kentucky Power’s data.’ So the ecoPower facility will
contribute, at most, $9.1 million to the local economy in wages, but it will pull out $39 million per year in
unneeded rate increases to Kentucky Power’s ratepayers. The $30 million difference between the cost of
the $39 million per year cost to ratepayers of the REPA and the $9.1 million per year in wages paid to
workers hired to operate the facility will almost entirely be exported out of Kentucky Power’s service
territory. This $30 million will go to ecoPower’s investors, out-of-state or overseas to the manufacturers
of the turbines and other equipment that are installed at the ecoPower facility, it will pay for the trucks
and chainsaws and all of the other tools needed to feed the biomass facility. As KIUC witness and

Emeritus Professor of Economics University of Louisville, Dr. Paul Coomes, stated at hearing:

“[If you've got, let's say $35 million in new revenues and you're only paying out 6, 9, $10
million in wages and salaries, the rest of it has to go for capital equipment and supplies.
Trucks will be purchased, chain saws will be purchased, other things to operate the plant
will be purchased. Most of those things are probably not made in Eastern Kentucky, which
creates kind of a leakage. So if you purchase trucks, large trucks, I don't think there's a
truck factory in Eastern Kentucky, so that money is going to wherever the community is
that makes trucks. Chain saws, the money is going to the plant - the community that has the
plant that makes chain saws. So you've got a leakage there. Unless you can establish the
Jact that all the things that go into running the plant are produced in Eastern Kentucky,
you've got a leakage of dollars.”"

All, or almost all, of the $39 million in REPA costs above the $9 million paid to workers will
immediately leave the Eastern Kentucky economy. It doesn’t take an economist to understand that when

a local economy pays $39 million per year to get $9 million worth of jobs the local economy will shrink.

? Transcript 8-28-13, Confidential, pp. 18-19.
10 Transcript 8-28-13, pp. 274-275.




At hearing, Kentucky Power witness Greg Pauley made the argument that the $9 million in wages

to local workers should be counted several times because of the “multiplier effect.” Mr. Pauley stated:

“That doesn't -- that doesn't include the multiplier effect, and I don't know -- different
economists -- I'm not an economist, but different economists say three, four, five, six
times, you know, payroll is the multiplier because of people buying groceries and buying
new cars and things like that that creates follow-on jobs. "'

While there may be truth to Mr. Pauley’s conclusion that money paid into a local economy
reverberates multiple times locally as workers spend their money in the local economy, this is another
case of Kentucky Power only looking at one side of the equation. As Dr. Coomes testified, the
“multiplier effect” works in both a positive and negative direction.'> When ratepayer’s electric bills
increase by $100 to $111 per year for the average residential household, because Kentucky Power entered
into an overpriced long-term contract for power that is not needed to serve customers, residential
customers have less money to spend on goods and service in the local economy. Commercial ratepayers
have less money to hire new employees and industrial ratepayers are less profitable, are less likely to
expand their operation and more likely to close their plants. All of this has a negative multiplier effect.
When customers are asked to absorb $39 million in additional costs per year, and the local economy only
receives $9.1 million in new wages as a result, the REPA is a net drain on the economy. As Dr. Coomes
explained, “[i]f you take twice as much out as you put in, the economy will get smaller.”” In this case the

ecoPower REPA is taking about four times as much out of the economy as it puts back in.

This all assumes that the wages from incremental jobs is actually $9.1 million. There is a genuine
question as to whether many of the trucking jobs are actually new jobs. According to an ecoPower “Due
Diligence” memo," much of the residual wood waste (woodchips, sawdust and bark) that will be
transported to the ecoPower facility to use as fuel to generate electricity is currently being removed from

Pine Mountain Lumber’s operation in Whitesburg, Kentucky and is shipped by truck to a Domtar paper

1 Transcript §-28-13, Confidential, p. 52.

12 Transcript 8-29-13, p. 274.

12 Transcript 8-29-13, p. 276.

4 Marked at the hearing as KIUC Cross Ex. 4, see Item 24,
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mill in Kingsport, Tennessee where it is used as a raw material in manufacturing paper products. This
memo suggests that the ecoPower biomass facility will not actually create all of the trucking jobs that it
and Kentucky Power claim are incremental, new jobs. The trucks that are currently transporting this
wood residual 90 miles south to a paper mill in Kingsport, Tennessee, will instead haul the wood residual
about 30 miles northwest to the new biomass facility. When confronted with this question at hearing,
Kentucky Power witness, Greg Pauley, simply stated that he does not know whether these jobs are
incremental or not.”” Here, Kentucky Power again fails to meet its burden of providing basic information
in support of its case. The Commission cannot assess the economic impact of the new jobs created by the
ecoPower facility because Kentucky Power has not provided reliable information and cannot answer basic
questions regarding how the little information that it does present was calculated. If some or all of the
trucking jobs that are claimed by ecoPower and Kentucky Power are not incremental, as the ecoPower
memo suggests, then the economic impact of the REPA on Eastern Kentucky is even less than $9.1

million.

2. The Proposed ecoPower Contract Is Not “Fair, Just And Reasonable” Because, As Kentucky
Power Concedes, The ecoPower Contract Is Not Needed To Serve Ratepayers.

The Commission has previously applied the requirements of the Certificate of Public
Convenience and Necessity statute (KRS 278.020(1)) to an application by a utility for approval of a
REPA stating, among other things in Case No. 2009-00545, that the utility bears the burden to prove that
there is a need for the capacity and energy. In that case the Commission rejected a similar request by the
Kentucky Power to enter into a REPA with FPL Illinois Wind, LLC to purchase the output and
environmental attributes for 100 mW of wind power over a 20 year term. The Commission found that it
was required to “analyze the need for this additional generating capacity” pursuant to the statutory

requirements for the certification of new facilities as set forth in KRS 278.020(1).'

" Transcript 8-28-13, Confidential, p. 12.
% Case No. 2009-00545, Order of June 28, 2010 p. 5.




In this case, Kentucky Power fails this requirement as it readily admits in its response to KIUC 1-
19 that it did not conduct any “studies or analysis demonstrating [its] need Jor energy and capacity
supplied by the REPA.”'" Further, Kentucky Power concedes that it does not need the capacity and
energy provided by the REPA in order to service its native load if the Mitchell transfer and Big Sandy
Unit 1 conversion to natural gas, which are proposed by Kentucky Power in Case No. 2012-00578, are

approved. Kentucky Power states in response to Commission Staff 2-1(b):

“Assuming the Mitchell transfer is approved, and further assuming Big Sandy Unit 1

were to be retired and replaced with an alternative, more cost-effective supply source of

roughly equivalent capacity (and energy), the REPA capacity and energy would not be
ST

required.

In summary, Kentucky Power conducted no study or analysis in this case that demonstrates a
need for the REPA and concedes that under its current generation resource plan there is no need for the
capacity and energy provided by the REPA. Therefore Kentucky does not meet its burden to show that
the costs under the REPA are fair, just, and reasonable. The Commission can and should reject the

proposed REPA on this basis alone.

3. The Proposed ecoPower Contract Is Not “Fair, Just And Reasonable” Because, As Kentucky
Power Concedes, It Is Not The Least-Cost Means Of Providing Energy And Capacity To
Ratepayers.

a. Kentucky Power Failed To Meet Its Burden Of Demonstrating That The Proposed
REPA Is The Least Cost Resource.

As explained above, the Commission’s Order in Case No. 2009-00545 stated that a utility seeking
approval of a REPA is required to show that the proposed REPA is least-cost. The Commission stated:

“The Commission has long recognized that “least-cost” is one of the fundamental
principles utilized when setting rates that are fair, just, and reasonable.

The fundamental principle of least-cost is also embedded in KRS 278.020(1), which
prohibits a utility from constructing a new facility to provide service to the public until it

'" See KIUC Cross Ex. 2, page 4.
' See KIUC Cross Ex. 2, page 5.




has demonstrated both a need for the new facility and that its construction will not result
in wasteful duplication. Even though Kentucky Power is not now proposing to construct
new generating facilities, its proposal to enter into a long-term contract to purchase such
generation will have the same operational and financial implications and impacts to the
utility and its ratepayers as if new generation were being constructed.

dokok

[Tlhe proposed 20-year wind power contract has not been shown to be least-cost
compared to Kentucky Power’s available energy sources.””

The Commission rejected a request by Kentucky Power for approval of a REPA in part because it
failed to demonstrate that it was the least-cost alternative. In this case, Kentucky Power again fails to
meet its burden of showing that the proposed REPA is the least-cost source of capacity and energy, or

even that it is the least-cost renewable source of capacity and energy.

As stated above, Kentucky Power presented no evidence claiming that the proposed REPA is the
least-cost means of providing energy and capacity to its customers over the full contract term and
concedes in its responses to Commission Staff 1-11, and KIUC 1-12 and 1-13 that it has no evidence that
the proposed REPA is least-cost. The Commission can and should reject the proposed REPA on this

basis alone.

b. The Proposed REPA Will Cost Kentucky Power’s Ratepayers Over $700 Million In
Excessive Power Costs Over The 20 Year Life Of The Contract.

The proposed REPA is not only not “least-cost,” it is in fact shockingly expensive. The first year
price to ratepayers of the no-bid ecoPower contract is $50.7 million. The cost to ratepayers escalates each
year by - through the final year of the 20 year contract when the annual cost will be over $77
million. The total revenue requirement for the ecoPower REPA over 20 years is —.20

Because the REPA will be imputed as debt by the rating agencies Kentucky Power will need to add

'% Case No. 2009-00545, Order of June 28, 2010 pp. 5-6.
¥ See KIUC Response to Kentucky Power 1-1.
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additional equity to its capital structure. This will cost consumers an additional $4.133 million per year,

raising the total cost under the no-bid REPA to || | | N>

The total capital cost of the proposed 58.5 MW biomass facility is ||| | | | I or about e
per kW.* To put the cost of this proposed biomass facility into perspective, on May 3, 2012 the
Commission approved a CPCN for Louisville Gas & Electric’s and Kentucky Utilities Company’s
(“LG&E and KU”) to construct a 640 MW Cane Run natural gas combined cycle unit in Jefferson
County, Kentucky at a cost of $911 per kW.* As a part of the same docket, the Commission also
approved a request by LG&E and KU to purchase 495 MW natural gas simple cycle generation facilities
from Bluegrass Generation at a cost of $222 per kW.** The Commission also has, as a recent comparison,
Kentucky Power’s application to acquire 50% the Mitchell Generating Station currently pending in Case
No. 2012-00578. The purchase price of this 780 MW, fully scrubbed coal station is $689 per kW.>* In
summary, the proposed ecoPower biomass facility is l times more expensive on a per kW basis than Cane
Run, almost l times more expensive on a per kW basis than the proposed Mitchell acquisition and almost
. times more expensive on a per kW basis than the Bluegrass facilities. The following graph shows the
relative capital costs of these recent generation acquisitions and proposed generation additions in

Kentucky:

*! Direct Testimony of Lane Kollen, p.15.
** Transcript 8-28-13, Confidential, p. 54.
* See KPSC Case No. 2011-00375, Order dated May 3, 2012.

* See KPSC Case No. 2011-00375, Direct Testimony of Paul Thompson, p. 5. The Bluegrass transaction was
ultimately cancelled by LG&E and KU due to conditions imposed on the sale by FERC.

** See Case No. 2012-00578, Brief of KIUC dated August 12, 2013, p. 2 and p. 12.
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The ecoPower facility is scheduled to go on line in January of 2017 with an initial cost to
Kentucky Power ratepayers of — This initial purchase price is subject to a - annual
escalator that increases the price to || | | B NEEIE by the end of the contract.?® Again, to put the price of
the ecoPower transaction into context, the first five years of the Kentucky Power’s pending Mitchell
transaction is projected to average only $60/MWh.?” The chart below compares the price per MWh of the
ecoPower REPA (shown with and without imputed debt) to the cost to ratepayers of the first 5 years of
the Mitchell facility. KIUC charted only the first 5 years of Mitchell because the price beyond 5 years is

subject to several variables.

* Transcript Volume 1, p. 6.
*KIUC Cross Ex. 1, p. 2. Supplemental Testimony of Richard E. Munczinski in Case No. 2012-00578.
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Per the terms of the REPA, Kentucky Power is required to buy all of the electricity generated by
the ecoPower facility. It will be dispatched before lower cost units owned by Kentucky The
ecoPower facility is projected to have an 88% capacity factor and produce 450,000 M W h per year. At

|, the first year purchase cost is therefore more than $50 million. Kentucky Power claims that

million of this constitutes "avoided” energy and capacity costs so that the first year net increase is
only $35 million or about a 7% increase to customer bills. It should be noted that the incremental
increase from the ecoPower REPA would be 5.99% if the Mitchell transfer and the Big Sandy 1
conversions are factored into Nevertheless as things stand today, Kentucky Power's calculation of

the incremental rate increase as aresult REPA isshown below?"

Transcript Volume 2, p. 292.

Kentucky Power's Response to Commission August 28-29, 2013 Post Hearing Data Requests, Item 3.
Exhibit RKW-1. Also providedinKIUC Cross Ex. 3, p. 4.
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